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POOR PERFORMANCE OF MUTUAL FUNDS IN SPAIN 1991-2007
We analyze the return on Spanish mutual funds over the 1991-2007 period. What is surprising is the large number of existing funds and their spread.
Table 1
Main Characteristics of Spanish Mutual Funds, 1991 In Table 2 , we compare the average return on mutual funds in Spain during the past 3, 5, 10 and 16 years (4.03%; 3.81%; 2.22%; 4.54%) with inflation, stock market investment and Spanish government bonds. It is surprising that, over the past 10 years, mutual funds did not achieve sufficient results to cover the loss of value due to inflation. In fact, average return on the funds over the last 10 and 16 years was below that of state bonds at any term.
Note: The authors are thankful for the observations made on previous editions of this paper by Manuel Andrade, León Bartolomé, Juan Palacios and Ignacio Pedrosa. 1991 1992 1993 1994 1995 1996 1997 1998 1999 Only four of the 935 funds with at least 10 years of history provided a higher return than 12%: Bestinver stock market (18.9%), Bestinfon (17.2%), Bestinver Mixed (13.4%) and Bestinver international (12.05%). Significantly, all four of them belong to the same fund manager. twenty-six funds (seven of them guaranteed) with a 10-year history provided a negative return! The value of their assets was €803 million in December 2007.
Only five of the 238 funds with a 16-year history provided a higher return than 12%: Fonbilbao shares (14.13%), Citifondo R.V. (12.86%), MS stock market (12.73%), and Metavalor (12.31%) . Figure 1 shows the return on the 238 funds with a 16-year history, from the highest (14.13%) to the lowest (-1.23%). This chart allows us to make some observations:
• 166 of the 238 funds had a lower return than 1-day Spanish government bonds.
• 201 of the 238 funds had a lower return than 3-year Spanish government bonds.
• 218 of the 238 funds had a lower return than 10-year Spanish government bonds.
• All the 238 funds had a lower return than the IBEX35 or the overall index of the Madrid Stock Exchange.
Figure 1
Return on the 238 Mutual Funds with a 16-year History
Source: Inverco
The information provided in Figure 2 is similar to the one in Figure 1 but it is expressed in Euros: it shows how much 1 Euro invested in December 1991 in each of the funds was worth by December 2007. 1 Euro became €8.29 in the case of the most profitable fund and €0.82 in the least profitable.
Figure 2

Return in Euros on the 238 Mutual Funds with a 16-year History
Source: Inverco Figure 3 shows the return on the 935 funds with a 10-year history, from the highest (18.9%) to the lowest (-15.1%). This chart allows us to make some observations:
• 557 of the 935 funds had a lower return than inflation.
• 593 of the 935 funds had a lower return than 1-day Spanish government bonds.
• 736 of the 935 funds had a lower return than 3-year Spanish government bonds.
• 820 of the 935 funds had a lower return than 10-year Spanish government bonds.
• Only two of the 935 funds had a higher return than the overall index of the Madrid Stock Exchange. Figure 4 is similar to the one in Figure 3 but it is expressed in Euros: it shows how much 1 Euro invested in December 1997 in each of the 935 funds was worth by December 2007. One Euro became €5.95 in the case of the most profitable fund and €0.19 in the least profitable.
The information provided in
Figure 4
Return in Euros on the 935 Mutual Funds with a 10-year History Source: Inverco Figure 5 shows the return on the 2,663 funds that existed during 2007, from the highest (40.3%) to the lowest (-32.4%). This chart allows us to make the following observations:
• 2,105 of the 2,663 funds had a lower return than inflation.
• 519 of the funds had a negative return. 57 of them were guaranteed; 47 were international, fixed-income; 17 were long-term, fixed-income; 7 were mixed, fixedincome; and 34 were mixed equity. 
Return Analysis on Each Category of Funds
In this paper, mutual funds are grouped according to categories established by INVERCO (see Appendix 1). The return on the funds in each category is compared with a benchmark mentioned in Appendix 1. For example, the return on the funds falling into "National Equity Mutual Funds" category is compared to the return on the overall index of the Madrid Stock Exchange. Also, "Short-term, fixed-income" funds are up against the return of 1-day Repos.
Tables 3 and 4 sum-up this comparison. For example, the holdings of the funds belonging to the "National Equity Mutual Funds" category increased from €123 million at the end of 1991, to €7,825 million at the end of 2007. The weighted return of these funds during the last three years (2005, 2006, and 2007) was 19.5%, and during the last 16 years (from December 1991 until December 2007) was 11.5%. The annual average return of ITBM during the three years was 24.5% (5% more than the average of the funds), and during the last 10 years it amounted to 13.7% (5.6 more than the average of the funds). Table 4 , from the 122 National Equity Mutual Funds that existed at the end of 2007, only 16 were created more than 16 years ago, 61 of them had 10 years of history, 90 had five years and 104 had three years. None of the 16 funds with a minimum of 16 years of history had a higher return than the benchmark. None of the 61 funds with a minimum of 10 years of history had a higher return than the benchmark. Only two of the 99 National equity mutual funds with a minimum of five years of history had a higher return than the benchmark. Weighted return (IRR) of all mutual funds from the year indicated until 2007 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 3.5% 3.5% 3.4% 3.1% 3.1% 2.9% 2.6% 2.3% 1.8% 1.4% 2.0% 2.6% 3.8% 3.8% 4.0% 3.7% 2.4% The dispersion of the returns on each category is dependent on the investment decisions of the fund managers, on fees and expenses, and on the investment philosophy of the fund. The latter refers to the fact that some categories include very different funds. For instance, the category "International, Variable Emerging" includes funds with such different names as "Bric, New Challenges," "Eastern Europe," "China," "Ibero America" and "Asia." The category "International, Equity Europe" includes funds such as small & mid caps, active market, dividend, telecommunications, UK, Switzerland, real estate, quantitative, profit, solidarity dividend, euroindex, special situations and research. The first two columns in Table 6 Column 5 reflects how much the funds would have had appreciated if their return had been the benchmark instead of the given return. Column 6 shows what the total equity of the funds would have been in 2007 if the appreciation was the one in Column 5, instead of the historical appreciation (Column 4) and if the Net Inversion of the shareholders had equaled the historical value (Column 3). Column 7 is the difference between Columns 4 and 5 (AP hist. -AP bench), and Column 8 is the percentage Column 7 represents in Column 4.
According to
Inverco in order to obtain the average return on each type of fund every year (Rt). Also, Inverso releases the value of the funds' holdings every year (Pt). Therefore, we can calculate the Net Investment of the shareholders using the following equation: IN NETt = Pt -Pt-1(1+Rt). Net Investment is the difference between the contributions and withdrawals of the investors, assuming they were all realized on the last day of the year. Appendix 3 shows how to calculate Net Investment each year. The total equity of the funds went from 23.234 billion Euros in 1991 to 238.699 billion Euros in 2007. The reasons for the increase are the contributions by investors totaling 135.282 billion Euros, and the appreciation (yield) of the funds during 1992-2007 (€80.184 billion). If the return on the funds had been equal to the benchmark for each category, the appreciation of the funds during 1992-2007 would have been €180.027 billion; that is, €100 billion more than the actual gains registered (125% more than the appreciation of the funds). Consequently, we can conclude that, from the €180.027 billion mutual funds that could have appreciated following the benchmarks we employed, the shareholders only got €80.184 billion. Using the poor historical information offered by CNMV on fees charged by mutual funds, we can calculate the total of fees and charges (explicit commissions) in 1992-2006 at €34 billion. The other €66 billion (100-34) is due to hidden commissions and investment decisions.
The difference of €92.392 billion has to do with hidden and explicit commissions 4 and with erroneous investment decisions. Table 7 is identical to Table 6 but it focuses on the last 5 years. The yield of the funds on par with the benchmark would have brought 83.693 billion Euros during the period [2002] [2003] [2004] [2005] [2006] [2007] , that is, an improvement of €41.617 billion over the €42.076 billion obtained. This €41.617 billion represents 99% more than the funds actually obtained. Using the poor historical 4 Explicit commissions are defined as those that the shareholders pay and that appear on the fund's contract as costs related to management, deposit, subscription and refund. Hidden commissions are those paid by the shareholders, which are derived from sales commissions arising when a manager sells securities and buys others. It is not possible to quantify the value of the latter because the great majority of funds do not release them. Table 8 provides all the information the authors were able to obtain after consulting CNMV and INVERCO. It might be interesting to complete Table 8 , but, unfortunately, we were not able to. The English TER (Total Expense Ratio) is used more and more to refer to explicit commissions and to all the charges a shareholder has to assume.
Explicit Commissions of Mutual Funds
Explicit commissions are defined as those commissions that shareholders pay and that appear on the fund's contract as costs related to management, deposit, subscription and refund. Despite their names, an important part of these commissions goes to marketing and distribution expenses. A surprising fact is that in the case of many mutual funds, the sales rep's salary is higher than the manager's. 
Previous Studies on the Return of Mutual Funds
The most complete study is the one realized by Palacios and Alvarez (2003) respectively, the fund with the highest return (Citifondo RV) had a 3-month average return of 6.0%.
Regarding the return on mutual funds in the United States or United Kingdom, we recommend the article by Nitzsche, Cuthbertson and O'Sullivan (2006) , which is a wonderful compilation of the articles published on the subject. Some of the conclusions are:
1. Less than 5% of stock mutual funds have a higher return than their benchmarks.
2. The mutual funds providing low returns to shareholders are persistent (they go on providing low returns).
3. The commissions, expenses and portfolio rotation have a lot of influence on the return of the funds.
4. It does not seem that "market timing" improves the return of the funds.
The authors conclude by advising investors to invest in funds with low commissions and expenses which replicate the indexes, and to avoid funds with "active management", 6 especially if they have not had a flawless past.
Gil-Bazo and Ruiz-Verdú (2007) have studied funds with active management and concluded that, curiously, the lower the performance of the fund is, the higher the commission. Kraeussl and Sandelowsky (2007) showed that the predictive capacity of the ratings of mutual funds that were released by Morningstar is similar to the predictive capacity of a random prediction. Friesen and Sapp (2007) researched the timing ability of investors and conclude that, between 1991 and 2004, the timing decisions of investors reduced their annual return by 1.56% on average.
Benchmarks Used in the Study
Our conclusions may depend on the benchmarks that are used. Are the benchmarks used in this study reasonable?
The benchmarks we used are rather conservative. Table 9 summarizes the benchmarks that we used for the cases of stock mutual funds, short-term, fixed-income funds and long-term, fixedincome funds, and they are compared to other possible benchmarks.
6 Active management occurs when fund managers frequently sell securities and buy others, so that the portfolio composition changes. With the data that most Spanish mutual funds provide, it is impossible to know if active management determined any increase in the return to shareholders, although it did generate higher returns for the stock market departments that realized the purchase and sale of securities (they charged shareholders commissions). It seems reasonable that funds inform shareholders on the amount of purchases and sales they realized and on the amount of the commissions paid (although most of the funds do not). It would also be interesting if the funds provided the exact return they would have obtained if the portfolio had stayed the same: in this manner, we could know exactly the added value (or the decrease in value) generated by active management.
Spain's Stock Mutual Funds are compared to the overall index of the Madrid Stock Exchange (ITBM). After reading several affirmations from the advertisements of numerous mutual funds 7 (for example, optimal selection, the best investment advisors, best management, vision over the markets, advantageous for the shareholder, efficiency, objectivity, high return, demonstrated efficiency, value generation for shareholders, increase on value added, returns impossible to reach by individual investors, global management, deep market knowledge, 30 years of experience in fund management, opportunities identification, excellent management for your investment), we could expect the managers of Spanish stock funds to do more than just reproducing a market index. As we can see form Table 9 , not very imaginative strategies, such as buying at the beginning of the year, companies with higher dividend yield (Top DIV) or companies with lower market price-to-book ratios (Top Book/P), provide slightly higher returns than the ITBM. On the other hand, the fact that Ibex 35 provided a lower return than the ITBM can be easily explained by acknowledging that, as usual, smaller companies perform better, on average, than big companies. Consequently, a portfolio made up of shares from medium companies, or an investment in the IBEX 35 but with a higher weight of small companies, will have higher gains than the ITBM.
Table 9
Benchmarks Used and Potential Benchmarks Short-term, fixed-income funds (with portfolios lasting under two years) were up against the return of one-day repos, even with other more advantageous options available.
Long-term, fixed-income products are compared to a portfolio distributed evenly between 3-and 10-year bonds (the comparison reveals that investing solely in the latter would be more profitable).
Fiscal Discrimination Favoring Mutual Funds and Going Against Independent Investors
If investors used their money the same way as a mutual fund would, they would obtain a different return because:
1. They could save all explicit commissions (and almost all hidden ones).
2. They would have additional expenses for holding and buying or selling securities, and 3. They would have to pay higher taxes! Because of a preferential fiscal treatment favoring mutual funds, the Spanish government encourages this practice. Is this logical given the facts we analyzed? It seems otherwise. Nevertheless, the Spanish government could "stimulate" investment in some of the funds but not in an indiscriminative manner.
Conclusions
When investing in a mutual fund, one expects a higher return than one could obtain by managing the money oneself. Therefore, one is prepared to pay an annual commission, sometimes higher than 2%. However, the analyzed data shows that not all money managers deserve such high commissions.
In the past 10 years, mutual funds did not achieve sufficient results to cover the loss of value due to inflation.
In the past 10 and 16 years, the average return of the funds was below the return on an investment in state bonds at any term.
Despite these results, on December 31, 2007, 2,907 available funds were managing €238.699 billion for 8,264,240 shareholders.
Using rather conservative benchmarks, only 30 of the 935 10-year-history funds topped the yield benchmark. For example, from the 61 Spanish Equity Mutual Funds with more than 10 years of history, none of them outperformed the overall Index of the Madrid Stock Exchange (ITBM).
Looking back at the period 1992-2007, a yield of the funds on a par with the benchmark would have brought €180 billion instead of the €80 billion obtained. The total of fees and charges (explicit commissions), during the same period of time, reached €34 billion. The remaining €66 billion (100 -34) is due to hidden commissions and investment decisions.
Some of the funds -although few-did obtain important gains for their shareholders and, therefore, offered a good justification for the commissions they charged.
Lastly, the global achievement of the funds offers no justification for such favorable fiscal conditions. However, the Spanish government could encourage investment in some of the funds but not in an indiscriminative manner.
Appendix 1 Types of Funds and Benchmarks
NATIONAL
1) FIAMM (Money Market Mutual Funds).
They were added to the following category: Short-term, Fixed-income.
2) SHORT-TERM, FIXED-INCOME. 
14) JAPAN INTERNATIONAL EQUITIES.
More than 75% of the portfolio in shares. Japanese shares: more than 75% equity portfolio. More than 30% in non-€ currencies. Benchmark: Japan-DS.
15) EMERGING INTERNATIONAL EQUITIES.
More than 75% of the portfolio in shares. Emerging countries' shares: more than 75% equity portfolio. More than 30% in non-€ currencies. Benchmark: MSCI Emerging Markets Index.
16) OTHER INTERNATIONAL EQUITIES.
More than 75% of the portfolio in shares. More than 30% in non-€ currencies. Different from previous categories. Benchmark: Average of [11, 12, 13, 14 and 15] .
17) GLOBAL FUNDS.
Funds whose investment policy is not precisely defined; they do not fit into any of the categories described. Benchmark: Average of [11, 12, 13, 14 and 15] .
18) GUARANTEED FIXED INCOME.
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Guarant. Advertising Fragments Used by Some Mutual Funds (translated) Asset management should be left to an expert. We have been considered one of the best managers of equity funds for years. Therefore, you can expect a high return for your money.
GLOBALS
Our funds offer: 1. Optimal selection. We select the best specialists for all types of assets in order to ensure access to the best investment advisers. 2. Active management. Using this analysis and our vision of the markets, our team actively manages the portfolio. Dynamism and reduced cost are an important advantage for the shareholder in terms of efficiency.
Our investment style has proven its efficiency. Active management can generate value for the shareholders.
Our objective is to efficiently combine valued added management with personalized management. We propose the following management style: active management whose goal is to protect the value of asset holdings and strive for long-term value.
Mutual funds allow every individual access to the financial markets in an easy manner to allow them to obtain returns that would be out of reach for independent investors.
We offer the possibility of global management.
Our resources in analysis and asset management provide us with a deep knowledge of the market.
We offer more than 30 years of management experience in all types of assets in international markets, with team focused on serving clients.
Our analysts can identify opportunities that the market offers.
When you invest in our funds, you leave your money in the hands of managers capable of offering an excellent management of your investment.
Start saving now without effort and you will see how your money grows! With our funds, you can expect high-potential returns and benefit from the lowest commissions on the market. To be more precise, you could save between 51% and 65% from the maximum legally allowed.
There is one certainty: the lower the commissions you pay, the more money in your pocket.
Our fund is managed by a team of professionals characterized by talent and experience.
Our funds allow you to make money easily, without having to lift a finger.
If you still have a few years left until retirement, we can provide you with high-return funds which would help you earn the money you need to add to your pension.
We offer the most profitable funds so that you can take advantage of your savings.
We capitalize on the experience and advantages acquired over time.
Our funds provide high returns for your savings with the best fiscal treatment.
Press Clippings on the Evolution of Mutual Funds (translated)
In 2007:
The weighted average return in the past 12 months was 2.40%. The balance realized the last day of the year reflects the reality of the mutual funds as it is: moderate returns with a downward tendency caused by the second-semester crisis of subprime mortgages. Except for Emerging Equity, the other categories which made a profit were very moderate. Despite investment risks, the returns most of them obtained were lower than on a simple and safe term deposit…We hope 2008 will be more profitable.
In 2006:
In 2006 more than half of the mutual funds obtained a higher return than the market. Fiftyfour percent of the mutual funds closed last year with real gains. Of the 2,585 funds available at the end of 2005 which remained on the market during 2006, 1,395 finished the year with a positive return, as their gains were higher than inflation.
The product with the highest return was the global fund CS Euroceánico Global (Credit Suisse) which gained 158.3%, followed by the Euro zone stock fund BK Pequeñas Compañías, with 60.8%. The first fund on the negative side was Córdoba Rural Rentabilidad Absoluta, with losses of 36.07%. Morgan Stanley Euro/Dolár 2005, a guaranteed fund, lost 17.2%, where as Morgan Stanley Dinerario lost 16.9% and Gaesco Japan had losses of 16.6%.
In 2005:
In 2005, mutual funds closed with a gain of 4.75%, a number that outperformed the inflation for the period -3.8% -also the highest return of the past 6 years, according to Inverco. For the third consecutive year, all the families closed with positive values, although the ones with best results were those investing in emerging markets stock markets (54%). The next products with the highest returns were those investing in Japanese equity, given that between January and December 2005 they gained 39.8%.
On the other hand, money market funds (FIAMM) had the lowest gains in 2005, 1.17%, followed by short-term, fixed-income funds with 1.53%, and guaranteed equity funds with 1.87%.
Although equity funds had the highest returns, conservative products became the first money receptors, as €4.960 billion were invested in short-term, fixed-income funds, €3.738 billion in global funds and €2.984 billion in guaranteed equity funds.
In 1997:
In 1997, mutual funds were back on top of the list of products with highest gains. Their average profit was a lot higher than the return on bank deposits (around 5%). Direct equity investment itself generated a higher return (Madrid Stock Index gained 40% in 1997). However, equity purchase is, according to some experts, a riskier investment than buying shares in a mutual fund. Companies of mutual investment are managed by investment advisors who follow the markets on a daily basis and decide, according to circumstances, what and when to buy or sell.
Mutual funds invest the money in a lot of securities at the same time, offering small investors the opportunity to diversify. Moreover, fund managers consider 1998 stock market as being rather difficult.
I always kept my money in savings accounts: with small returns, but almost always inflation +1%, immediate availability, zero commissions and short-term. At the moment I enjoy the market circumstances, higher than 4%, always one-year Euribor minus 10-20 basic points.
Reading this document, I recall Nassim Taleb and his book "Fooled by the Randomness" or his more recent "Black Swam".
There is so much money unjustifiably spent on professional management of the portfolio without real results to explain it.
Something or somebody keeps changing the results leaving fund advisers used to offering explanations for their bad management, with no argument. I sincerely do not believe in "wrong decisions" and in the possibility of improving them, as they always favor a specific person and go against the shareholder. I understood long ago the "mechanism" of mutual funds and gave up investing in them. Now I only invest in pension funds, conscious of giving part of my fiscal profits to the management agency.
I am a trader and I also manage the portfolio of the bank and…your daughter could definitely do it better! The biggest problem is the lack of passive retail funds in Spain (with a vocation of "buy and hold") with passive-fund commissions (clearly under 0.5%). This is the main difference between the Spanish fund industry and the typically US/UK one, placing the Spanish industry in a worse statistical position. Now that we have the ETFs, it's worth questioning the subscription fees charged by the great institutions.
I completely agree: stock funds have a lower return than market indexes, even if we look at the most conservative ones.
Lately, journalists seem to be on the side of fund managers in economic pages, which start to stink.
The funds trade a high volume of assets which allows them discounts in the sale and purchase commissions, that otherwise would be inaccessible to an independent investor.
The biggest problem with the funds is that they use politics ("stop loss", etc.) that require a great deal of transactions (which may generate more hidden commissions). This technique significantly decreases the return of a long-term investment.
An investor that was pressured in the 90s to sell his/her shares and to invest in a fund (for the fiscal benefits) and did not do so… is now laughing at the adviser who recommended it.
I invest in mutual funds that replicate market indexes because they have lower commissions and because I can have my own opinion on what an index is going to do.
There are many fund advisers who do not obtain any increase in value.
There are many different fund managers: some are good and many are mediocre or bad.
The Spanish market is very vulnerable to an US/UK invasion with a strategy of distribution acquisitions (or agreement with the large companies) and a lot of marketing.
The most important thing in Spain is to channel family savings into investment. The percentage of investment in equity in Spain is a lot lower than the European or US/UK average. I think that most investors invest in mutual funds because they look for a higher return than inflation and bonds…and they don't really care about outperforming the benchmark. As your analysis well shows, an independent investor could have outperformed the return on the funds…but maybe the investors think they could use this loss of time, effort and dedication in a better way … work, holidays, books, sports, rest, etc…? I met so many clients who were upset because of a negative return on the fund or because of an excessively low return…for not being able to get a bigger portion of a good start.
Fiscal treatment should be the same for direct investment and for investment through mutual funds. The only difference is the degree of complexity of the fund management but the investment philosophy is the same.
I am a small investor in Vanguard funds (indexed, minimum commissions and which do not require any concern regarding the quality of the manager or the small print) and in Bestinver. This saves me from feeling like a fool when I read the front pages and the rankings of economic journals.
My first savings went to mutual funds. I got a low return in one of them and lost in the other one. First disappointment -I thought foreigners could do it better. I was recommended some experts (Growth portfolio) and I still have losses after 5 years. Of course, they charged commissions: in the first year, they would take 4%, in the second, 3%... I no longer buy funds. My recommendation: buy in the stock market using your own criteria and do the fund yourself. You will make more money, have fun and it will be only your own fault if you go bankrupt.
Almost all funds should return commissions: I do not need anybody else in order to make less money than with a fund indexed to the Madrid Stock Exchange.
The most important matter is to have a good investment adviser who could make you enter a fund at the right moment, leave it when it is no longer appropriate and enter the same fund or another one when things are back on track.
If one buys a fund and remains inactive over the years, then the return will not be optimized.
If we calculated the average of the funds and take into consideration the few good ones and the large group of mediocre and bad then the return we would get would be the one from your paper.
I am going to buy Treasury bills, now! The truth is that I do not really know whether it is better to have a lot of money invested in funds at such low returns, or, as in my case, to have the right amount to live well, without expecting high returns but, at least, not having to feel "cheated"… Mutual funds are just an old wives' tale…the only people who make money with them are the banks.
This shows the persistency of alpha is a tall story. That is why fund selection (or management, actually) is so difficult.
Hedge funds are going to be the next fraud, as they are abusive in commissions. And the worst thing is that the fiscal regime is very favorable for the funds; one can move from a fund to another without paying taxes but one cannot sell Iberdrola and buy Telefónica in the same way. With money and fixed-income funds the difference is based on commissions. Cheap funds do it well, but there are others which are very, very expensive.
Our organization does numerous analyses that, unfortunately, reach the same conclusion.
